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substantial accumu
of the 14 retirement plans we reviewed., Fovever, Lhe iimlted
time we had to complete our review and revort on fiduciary
practices did not permit us to analyvze the impact of these

unfunded liabilities and, accordingly,

we 4id not comment on
them in the seven vreports.
Thus, we had some first-hand limited znowledge of the

potential problem State and local governments may have with.

financing the un farced liabi 11t*es oF their pension plans. We

to re&orm State and local gevernment pension plans. These

tsimilar to those 1moosed on,private pension plans by title I

i} reguirements which were the same
as these piabed on Dr va'e emD?ove . The pill also included:

--reporting and discldsure reguiremants,

—~-participation and vesting standards,

o1

--fiduciary requir'ments;'and

—~—administration and en~Qr~ ment reguirements.
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‘those States. The plans examined cover abcut 1.4 million .-

Illinois, Massachuset
" Wisconsin--included different parts of the Nation and dif-

farent approaches to pension funding. In each State we BV

“with large, medium

exan

A similar bill, without the

was introduced in September 1978.
that Federal regulation of public

be a matter of congressional con

bills will ke introduced in the

SCOPE OF STUDY AND APPROACH

"Our study covered the fundi

administered by 8 States and 25 local governments within -]

active members and pay pensions to about 425,000 retirees .

or peneficiaries. The 72 retirement systems had assets

$2% pbillion. The governments contributed $2Z.4 billicn to
the plans during the financial year selected for review.
i

ts, Oklahomz,

Pennsvlivania, and
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.~and small populations. Generally, we

ned at least gne plan administered by the State gov-—

T

ernment and all cf the plans-undsr the selected local
governmants.

For the 34 government entities in our review, we used

the plans' financial data for ithe most recently completed
fiscal vear. In addition, for most pians we obtainsd the tr
3



most recent acturarial studie
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found that they were generally pre
recognized actuarial procedures,

did not necessarily comply with those rte

plans under ERISA. 1In placées where actuarial studies
for the pensicn planSwere not available, our actuaries

estimated the unfunded accrued liabilitiss.

Our review was directed toward including a broad spec-

trum of pension activity at the State and local government

o

levels within the context cf our cbiective of determining

the potential financial impact of pension funding reforr
The selecticn of pension plans was judgmental and,; thus,

dces nct purport to be representative of all exis 1ng p¢ans.
In addition, in our repcrt, we do not take a position cn

what the funding standard for State and local pension plans
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ecognize that tne»standards, taolAshed by

oroposed pension lagislation for Stats zand local governments
included: an ERISA-type funding s andard, we used ERISA as
our criteria in anal ng *he btaLA ‘and lzcal plans included

State and local of 1c1a7 are genesrally aware oI the
need for sound actuarial funding of vension systems, but
they view with apprehension-the financlal impach oI lmposing
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more of the:tax revenues of the affected 3arlsdlcglons.

‘ﬂEbr_examplﬁ*

ERISa~type funding standards on public pensions. An ERISA-
type ﬁ5ALngm thcwng standard for public pensions would

. _ v
require an annual contribution tc cover ths normal costs

3

plus the amount ! eded to amcrtiie the existing unfundeé
liabilities over a specified future period;v For private
pension plans, ERISA requires the’amortizatibh in 40 equal
annual installments for existing plans and iﬁ 30 equalu
annual installments for new vlans.

Qf the 72 State and local pension plans we reviewed,

15 met the ERISA minimum funding standard for private

pension plans. The other 53 plans were not receiving large

enough contributions to satisfy the ERISA funding standard.

If the 53 pension plans--11 State and 42 lccal government

systems--adopt an ERIS;4t‘Qe funding'sﬁandafd; ii will W -f
rquireian"adéitional‘Sl.4v 1il1on aﬁnﬁaily. Hany of‘fﬁém
woulﬁ,haﬁeito raise tgeirbco trlbutlons to Sdme of theif»
planélof mor° than lOO oarcan . | |
;#éﬁép?ts unde;' QISA, in add%t%onrtd;éxrsting ?enSibn“

costs; would require the sguivalent of up 45 49 mercent

in Pittsburgh,

to meet}ﬁhe ERISA :
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tne city'is
pension plan D to the ERISA standard could lead to bankruptcy.

In Reading, Pennsvlvania, pension funding under ERISA would




take an anount equal to about 40 percernt of taxes, compared
with 15 percent currently contributed. A Reading city Official_»'”

believed that the citizens would resist any tax increase

for pensicn funding. Clearly, added pension costs.to méet
an ERISA-type amortization standard would be a devastaﬁiﬁ
drain on the incomes 0f some Jjurisdictions.

The many local retirement systems that are not actuari-
ally funded threaten citizs with severe future fiﬁafciai
difficulties, which in turn would affect the State_govefnﬁentsI',
A systematic funding plan for amortizing the unfunded

liapility over a specified period could help avert fiscal

disastetr for a number of State and local governmentsw»

To illustrate the nesed for svstematic long- terw,4unding¢'

we selected three pension plans now on a pay-as-you-go basis vz'bj_
n costs for 41 years, both undsr
the pav-as~vou-go method and under actuarial funding as pre-

- “The .projections for all three plans show that annual
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costs for-pay-as-yvou—go funding ars initially les

~ for actuarial funding. However, pay-as-you- go funding costs

1 costs of 2 c,uarlal funding. . S

5



of the Delaware State police as cf September 1976
an actuarially caliculated unfunded liability of over $80
millicon and was on a pay-as-you-go basis. Our projection

pension cost

h
0
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or this plan shows that pav-as-you-go

vearly contributions will exceed actuarial contributions by

the 17th vear, assuming a 40-yvear amortization pefiod.*‘

On the pay-asd-you-god basis, the unfunded liébility‘is
projected to increase after 40 vears by ébqqt'B—l/Z,timés——
froﬁ‘$$0 million to $28& million. Amortization at theféné‘
of 490 yéans of the increased liability over a 46-year pé;ioé

and the payment of normal costs would reguire a yvearly payment .

of about $43 million, an amount almest five times greater than

the amcunt regulred to start amortizing the September 30, 1576, -
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raise unfunded

However, a number of State and local governments

have begun to tackle the protlem of pension fund*ng.‘-Pension
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empting to lGeﬂtlLy t
oroblem, te adopting and implementing measures to solve it.

A maijor cbstacle to pension reform is the immediate

(

cost impact. Because of voter opposition to tax increases,

State and local governments are using or considering

. v ‘ B
other apprcaches to finance pen 510 reforms. - Some juris- _
dictions are reexamining their pension provisioas aﬁd locking

for ways to contyol or reduce pension costs.

llationwide veoter resistance to tax increases has been - - -
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the much publicized Proposition 13, the

R U S S o [T R Vs - . P, R U 5 - 1
inltiztive overwhelmingly passed by California voters in

lcczl property taxes, a major source of revenues for pension

In both cities, serviges and personnsl would have to e cut .
in order to fund pension CoOsSts.

For funding pensions, local governments ave ry* ‘re loock
to the State for velief. For example, local cofficials in
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on a voluntary basis, and thay opposed the very idea of

actuarial funding out of local resources. They said that,

‘without State or Federal financial support, the burden

already too high. The point was underscored py Massachusebts
voters on lovembver 7, 1978, when they overwhelmingly passed

an initiative to prevent sharp increases in residential
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The deputy mayor of Boston viewed the vrob

)]

m of pension

reforn in light of the orinciple of political and fiscal
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- are using Oor considering other approaches to finance pension
taxes, substituting

o~ = d mermi A prm i Dedara vean:
ges for tax revenues,; and using Federal revenus




Some jurisdictions, in looking for wavs to soften the
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with lower ben ts for new hires, and {(4) integrating

pension plan benefits with soclial security benefits,

FEDERAL REGULATION -OF -
PUBLIC PENSICN PLANS

]

With respect to Federal regulation of public p

D

nsion
plans, there i1s 2 guestion as to the extent of the Federal
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and local government

pension plan%/'particula;ly in visw of the Supreme Court's
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Many Jjurisdictions have increasingly relied on Federal grant

GAQ concluded thawpensi
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at the State and local =

sv21s 1s moving slowly, and the prosgectis for significant
mprovement 1In the foreseeable future are not bright;/ ‘ ~  o
It is clear that, to protect the pension‘benefits earned :
v pupblic employees and to avert fiscal disastér;‘State and
ocal governments shouild fund the uoimal‘or current‘cost of
heir pension plans on an annual basis and amcrtiée‘the‘piansf~

:1though sponsoring governments are responsible for sound

unding of State and lccal government plans, the Federal

cvernment has a substanial interest in these pension plans.
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/ﬁkcocdlngLy, CAG has recommended that the Congrass should
closely monitor actions taxken by Stats and local goverpments

E_AND LOCAL | | -
ERAL AGENCIES, - S
STED PARTIES .

that adeguately funding public pensicon plans is a-serious

problem, however, there is no clesar agreement on wha t tho
solution should be. Many believe that any funding standard
for public plans should be less demard ﬂg tnaq‘gha sLandard
imposed on private plans. The percent-ci-payroll approach

.establishing a funding standard for State and lccal government

Ue

pension plans. Most officials argue that the Federal Covern-

ment has not dealt adeguately with its own pension funding
problems, as evidenced by the poorly funded Sccizl Security
systen and the pension plans for Dersonnsl.
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